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SAVERS' SURPLUS AND THE INTEREST 
RATE 

SUMMARY 

I. The Problem : Is interest determined by use (demand) or by a cost 
of saving ? — Savers' surplus, 3. — Its discussion by economists, 4. — 
II. The sources of savings, 10. — Analysis of income distribution in 
United States, 11. — Dominant savings by the rich, 14. — III. The 
psychology of saving, 17. — The poor, 18. — The middle classes, 19. 
— The wealthy, 21. — Automatic costless savings, 23. — The marginal 
analysis inapplicable, 24. — IV. Corporate surpluses and bank-credit 
loan funds, their great amounts, 27. — How far costless, 28. — Bank 
credit loan funds, 29. — Conclusion, 31. 

I. The Problem 
Cleared of scholastic refinement, all interest theories 
on the demand side, are essentially and fundamentally 
"use" theories. Capital (however conceived and de- 
fined) is regarded as productive in some sense of the 
term. At one end it is concrete produced goods aidant 
in the technological processes of production; at the 
other end it is intangible assets and loan funds (whether 
of money "saved" from present consumption or of 
bank credit created ad hoc. to business or speculative 
demands) which, either with or without technological 
capital goods, play so large a part in the business of 
profit-getting. 1 The rate of interest, so far as deter- 

1 Recent writers show a noteworthy tendency to realism in insisting upon the r6Ie 
played by intangible assets and loan credit funds. See, for example, Veblen, The Theory 
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mined by demand for capital goods or loan funds, de- 
pends upon the profitableness of their use. 

On the supply side, interest theories fall into two 
groups. According to one, capital supply is kept up 
automatically; capital reproduces itself (or "virtually" 
so) and the supply of it is directed or distributed among 
the various uses and industries by its owners in such a 
way that its productivity tends to be everywhere the 
same. Only additions of new capital to the previously 
existing total are according to this view conceded to be 
the result of saving, and the rate of interest is influenced 
by the supply of capital only as supply affects produc- 
tivity, under some law of factoral proportion. Accord- 
ing to the other group of theories, broadly speaking, 
both the upkeep and the interest of capital involve 
saving and depend upon the interest rate, which is 
governed by the psychology of the saver — by the 
several rates at which different individuals subjectively 
discount future income and at which they will refrain 
from present spending of various portions of their 
current income. 

Most of the emphasis in modern discussions has been 
placed on the supply side. In general, the productivity, 
usefulness, or desirability of capital is taken as evident. 
With the demand side of the problem the present article 
is only incidentally concerned. Our purpose has to do 
with the motives to saving in relation to capital supply 
and interest rates, in so far as saving is a basis of capital 
formation. Davenport and Moulton have made out a 
good case to support the contention that a large part of 
our capital loan fund is supplied without great saving 
on anybody's part, simply by mortgaging industrial or 

of BusinesB Enterprise, chap, v, and "On the Nature of Capital," Quarterly Journal of 
Economics, August and November, 1908; Davenport, Economics of Enterprise, chaps, 
rviii and xix; Moulton, "Commercial Banking and Capital Formation," Journal of 
Political Economy, May, June, July, and November, 1918; Robertson, The Economics 
of Progress, pp. 153-157. 
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mercantile product beforehand through the instru- 
mentality of loan funds created by the banks on a 
slender cash reserve. So far as this is true, a certain, 
and probably a large, portion of our real capital equip- 
ment is produced without the incurrence of any cost of 
abstinence, saving, or waiting. It is in this sense cost- 
less capital. 1 Reserving to a later section a brief discus- 
sion of the bearing of this newer conception of capital 
formation, and restricting our attention to that part of 
capital which does rest back upon actual saving of a 
dollar for every dollar's worth of concrete capital goods 
created, the central question before us is: Does all this 
saving involve real cost, and if not, how large is the 
proportion of costless saving ? Furthermore, how great 
is the differential between low-cost savings and the 
reward for saving as (supposedly) fixed by the mar- 
ginally determined interest rate ? In short, how much 
of the interest burden is payment for actual costs, how 
much is unearned income in the form of savers' surplus 
or savers' "rent" ? The question is important, since 
the interest charge, even on productive loans and not 
including war debt and loans for predatory purposes, 
is an enormous burden on society. If it can be reduced 
without seriously diminishing the flow of investment 
funds, economy, both individual and social, would 
recommend its reduction. 

With the exception of specific productivity theories 
and possibly Kleene's neo-residual-claimant theory, all 
interest theories, so far as the writer is aware, recognize 
cost and choice as factors entering into the determina- 
tion of the supply of capital. Even Clark, despite his 
conviction that capital is a continuous immortal some- 

1 It might be argued that the use of bank credit for productive purposes involves 
opportunity cost, since the bank loans could be used for the purchase of immediate con- 
sumption goods. It is evident, however, that there is no such opportunity and hence no 
such opportunity cost, since the banks will not, and cannot safely, create loan funds for 
such purposes. 
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what, automatically reproducing itself, is compelled to 
admit that additions to capital — - "cumulative saving," 
to use Fetter's term — • involve choice between invest- 
ment and present spending, and hence cost or sacrifice. 1 
In line, also, with the general concept of margins, the 
equilibrium of demand and supply which is thought to 
determine the interest rate is commonly supposed to be 
struck at that amount of saving at which the sacrifice 
of the marginal saver just equals the utility of his 
marginally saved units to the least eager (that is mar- 
ginal) actual borrower of capital. We are not here con- 
cerned with the pointed objection to this doctrine, that 
the sacrifice to the marginal saver and the utility to the 
marginal borrower are incommensurable quantities. 2 
The marginal method of analysis is implicit, if not ex- 
plicit, in most modern discussions of the interest rate. 
Just as we have to pay for agricultural produce its cost 
on marginal land, so (the argument runs) we have to 
pay for capital its cost to the marginal saver. And just 
as the owners of superior, intra-marginal land secure a 
surplus — - land rent — so the intra-marginal (and in a 
sense superior) savers secure savers' rent. 

Among present day writers there may be noted an 
increasing tendency to recognize the existence, if not 
the importance, of this intra-marginal surplus. 3 Hob- 

1 Essentials of Economic Theory, chap, xx, "The Law of Accumulation of Capital." 
Altho Clark seems studiously to avoid the terms "cost" and "sacrifice," the principle of 
opportunity cost is implicit in the whole chapter. 

1 Cf. Davenport, Economics of Enterprise, p. 386. 

1 Probably the earliest serious extended discussion of savers' surplus by an American 
economist is C. W. Mixter's suggestive article. " The Theory of Savers' Rent and Some 
of Its Applications," Quarterly Journal of Economics, April, 1899, pp. 245-269. This 
article broke new ground of which, however, there does not seem to have been much 
subsequent cultivation, a circumstance due perhaps to the implicit faith of American 
economists in the validity and sufficiency of the theory of marginal costs and products. 
As the author himself accepted without serious question classical and " marginal" con- 
cepts, his conclusions do not correspond to those reached in the present discussion. 
Some years earlier, Professor Carver in his " The Place of Abstinence in the Theory of 
Interest" (Quarterly Journal of Economics, October, 1893, pp. 40-61) brought out the 
existence, but not the social significance, of savers' surplus. 
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son l devotes considerable space to "costless savings" 
but his discussion is marred by certain untenable 
hedonistic assumptions, and his concept of cost is open 
to question. Recognition of the surplus, and implied 
suggestion that it is large in proportion to total savings, 
may be found in the writings of Gonner, 2 Davenport, 
Moulton, and David Friday. Kleene in his excep- 
tionally able little book, Profit and Wages, alludes 
to the surplus and hints at its importance. 3 Marshall, 
in the fourth edition of his Principles, mentions savers' 
surplus, along with "workers' surplus," in a note on the 
wages fund theory, but he says that "a study of the 
relations in which the different kinds of surpluses stand 
to one another, and to the national income . . . has 
little practical bearing. . . ." * In the fifth edition the 
whole discussion is relegated to an appendix, indicating 
that its importance had still further declined in Mar- 
shall's estimation. 6 Search may be made through the 
standard English and American texts and treatises, 
however, without revealing, with one exception, any 
writer who, accepting the marginal method of analysis, 
more than mentions savers' surplus; most do not even 
do so much. 

The exception is Taussig, who gives express and 
serious attention to savers' surplus, 6 and to the question 
how low the interest rate may be expected to go in the 
future. 

It will be remembered that his discounted marginal 
productivity theory of wages requires as premise, if it is 
to avoid circular reasoning, the independent determina- 

• Work and Wealth, chap. viii. * Interest and Saving, pp. 75-79. 
' Profits and Wages, p. 57. 

< Principles of Economics, 4th ed., pp. 624, 625 
» Ibid., 5th ed., Appendix E, pp. 830-832. 

• Ibid., vol. ii, pp. 23 ft. Also pp. 494-496 on the relation of savers' surplus to 
progressive taxation of funded incomes. 
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tion of the interest rate. This determination he finds in 
the classical and Bohm-Bawerkian notion of ' ' advances 
to laborers" and in the marginal sacrifice of the con- 
sequently necessary waiting or abstinence. That there 
is a marginal abstinence-reward rate, below which 
interest will never fall for any great length of time he 
considers indicated, if not proved, by the remarkable 
evenness of the interest rate since the middle of the 
eighteenth century. 
The pertinent passages are the following: 

The steadiness of the rate of interest through so long a period of 
striking changes both in the uses and in the accumulation of capital 
would seem to point to a steadying cause, a marginal supply price to 
which the rate of return on the whole has adjusted itself. . . . The 
marginal supply price may sink in the course of the next twenty or 
fifty years to some such rate as two per cent. But the experience of 
the last few generations makes a greater decline improbable. 1 

If there is a regulator of interest in the way of a general or mar- 
ginal time-preference — a minimum return necessary to induce 
saving and accumulation on a large scale — then and then only have 
we an independent determination of interest, and so a tenable 
theory of wages as the result of an operation of discount. The 
chief evidence which we have of such a fundamental supply price 
has been found in the steadiness of the rate of interest during the 
modern period. 2 

The emphasis on marginal savings is typical and 
significant. But is it well placed ? If the amount of 
saving at the margin should happen to be small, the 
margin would not, after all, be all-important in the 
fixation of the interest rate. How great is the total of 
marginal savings ? From the historical steadiness of the 
interest rate, Taussig argues that "it is perhaps not an 
unjustified inference that there is a large volume of 
savings at the margin." 3 He drafts his capital supply 
curve in form to indicate that a heavy percentage of 
savings would not be forthcoming if the rate were re- 

i Vol. ii, pp. 26, 27. * Ibid., p. 201. ' Ibid., p. 26. 
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duced ever so little. He is thus in position not so much 
to minimize the size and importance of savers' surplus 
as to imply that any attempt to reduce savers' surplus 
by reducing the interest rate would be to court disaster 
by impairing the capital fund. His argument stands or 
falls according to the validity of his historical evidence 
and its interpretation. That it is a conclusive proof, he 
probably would not hold; that he may have overlooked 
important considerations is pointed out below. 

In his diagrammatic illustration, Taussig so places the 
demand curve that it intersects the savings-cost curve 
only after the latter has flattened out to a nearly 
horizontal position, at P' (Fig. 1). 




Figure 1 



If asked why the curve might not just as logically be 
drawn at D 3 D 4 , crossing the cost curve where it is 
inelastic, he would doubtless answer with the historical 
argument. Yet it is difficult to see that evidence is 
offered for the belief in a large volume of marginal 
savings, giving warrant for flattening out the cost curve 
as it approaches the margin P'. 



8 
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Conceivably, the cost curve of saving could take, at 
extremes, either a form which would make the amount 
of savers' surplus comparatively small, or one which 
would make that surplus the chief ingredient of the 
interest charge. The first extreme is illustrated in 
Fig. 2, the second in Fig. 3. 





SAVERS* SURPLUS 



Figure 3 

In the first case it is evident that even a slight reduction 
of the interest rate below BP' would result in a very 
great reduction in saving. In the second case the rate 
could be cut in half without material reduction in sav- 
ings — at least until the reduction of the income of 
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interest recipients had lasted long enough to alter 
materially the distribution of income classes, and so 
altered the shape of the savings-cost curve. 

Which of these curves more nearly represents reality 
as to surplus and sacrifice ? There are good reasons for 
thinking that the elastic curve in Fig. 3 much more 
nearly represents actual facts than does either the curve 
in Fig. 2 or Taussig's curve (Fig. 1) — in other 
words, that the amount of marginal savings is relatively 
insignificant compared to intra-marginal savings. 

Intra-marginal savings belong to two classes, so far as 
cost or sacrifice is concerned: those which cost no sacri- 
fice and which would be saved even were there no in- 
terest, and those the sacrifice cost of which is less than 
the interest received, and which would be saved at a 
rate lower than the current market rate. These two 
classes of savings determine the amount of saver's 
surplus, for any given interest rate. 

The problem of the relative amounts of marginal and 
intra-marginal savings, and with it the larger question 
of the amount of unearned interest charge which society 
is called upon to pay and which it might conceivably find 
ways of avoiding, is one to which no exact answer can 
be given. Yet that certain important clues have been 
overlooked by the conventional marginal analysis seems 
clear. A scientific answer to the problem must involve 
a real attempt to analyze the time-differential psy- 
chology of different income classes, to determine 
statistically where the bulk of savings comes from, to 
examine the reasons why the interest rate during the 
nineteenth century was sustained at a point above 2 per 
cent, and to inquire into the importance of corporate 
surpluses and bank credit loan funds. 
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II. The Sources of Savings 

The first point of departure in determining the 
amount and importance of intra-marginal savings and 
savers' surplus is to find what relative proportion of the 
total annual cash savings come from the different in- 
come classes. This is a purely objective matter, in- 
volving no question of psychology upon which hedonist 
and non-hedonist can quarrel. The only difficulty is 
to get the facts. Unfortunately, economic theorists, 
under the spell of marginalism and the "logic of dif- 
ferences," and more or less unconsciously following the 
apologetics trail laid down by classical writers, have 
been too preoccupied with trains of deductive logic to 
devote endeavor to the collection of statistics bearing 
on the sources of savings. Did every individual keep 
accurate accounts and were there a central audit of 
such accounts, the problem of fact would be solved. 
It would then be possible to divide the population into 
income classes, and opposite each one to set its total and 
its per capita savings. We should then have an ac- 
curate index of the amounts saved by the ultra-wealthy, 
the wealthy, the well-to-do, and the poor; and it would 
also be possible to gauge the amount of savings derived 
from funded and unfunded, or "property" and "serv- 
ice," incomes. In the absence of any such social book- 
keeping we must, with Polonius, "by indirections find 
directions out." It might be possible to derive esti- 
mates from annual cash bank deposits (were such de- 
posits separately accounted), from life insurance 
premiums, investments in non-speculative securities of 
all sorts, money sent abroad by immigrants, savings 
invested in real estate and farm improvements, cor- 
porate surpluses not otherwise accounted for. But no 
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more could be done than to take cash investments only, 
made out of this year's savings, and to arrange the 
statistics by income classes; and the calculations and 
estimates would at best be complicated and the validity 
of the results problematical. The only attempt at this 
sort of thing that has come to the writer's notice is 
David Friday's estimate of the amount and sources of 
savings in the United States during the war. 1 But while 
Friday is ingenious in discovering sources of informa- 
tion, and somewhat daring in their use, he makes no 
attempt to distribute savings among the various income 
classes. 

Fortunately we do not have to wait for the intricate 
investigation above suggested. Semi-direct indication 
of the probable derivation of savings is afforded by the 
statistics of income published by the Commissioner of 
Internal Revenue, 2 which not only throw definite light 
on the probable source of savings by income classes 
but give ample basis for inference with regard to the 
probable extent of intra-marginal savings and the 
amount of savers' surplus. 

No extended application of these statistics to the 
problem in hand will here be attempted, but certain 
significant and salient facts, derived from the Com- 
missioner's first three summarizing tables, 3 may be 
pointed out. 

The total number of individuals making returns was 
3,472,890. Of these, 1,640,758, or 47.25 per cent, had 
incomes of from $1000 to $2000 each, aggregating 
$2,461,137,000. This was only 18.04 per cent of the to- 
tal income returns of $13,652,383,207. Unfortunately 
there is no separate tabulation of the amount of tax paid 

1 "The War and the Supply of Capital," American Economic Review, Supplement, 
March, 1919, pp. 79-95. 

2 Statistics of Income. Compiled from the returns for 1917, Washington, 1919. 
» Op. cit., pp. 5, 6. 



12 QUARTERLY JOURNAL OF ECONOMICS 

by this lowest income class. Its contribution cannot be 
appreciable, for the next class, 838,707 individuals with 
incomes of from $2000 to $3000 and aggregate income of 
$2,064,977,000, paid only 1.34 per cent of the total tax. 

Taking, somewhat arbitrarily, $10,000 as the income 
dividing line between poverty and affluence, we find 
that 95.35 per cent of the individuals making returns 
had incomes of less than $10,000 a year. This 95.35 per 
cent received 62.05 per cent of the total income, but 
paid only 10.58 per cent of the tax. 1 

Conversely, the 4.65 per cent (161,996 individuals) 
who had incomes of $10,000 or over, aggregating 
$5,182,896,000 or 37.95 per cent of the total income, 
paid 89.42 per cent of the tax. Roughly speaking, 5 per 
cent of the persons making returns received 40 per cent 
of the income and paid nine-tenths of the tax. 

At the top end of the scale, the 6664 persons with in- 
comes of $100,000 or over constituted only one-fifth of 
one (0.21) per cent of the number making returns; but 
their income of $1,606,516,000 constituted 11.76 per 
cent of the total and they paid over one-half — 53.25 per 
cent ■ — of the tax. 

The significance of these facts should be apparent. 
The principle of progressive taxation has gained prac- 
tically universal acceptance, presumably because it is 
now recognized as coming nearer to the criterion ability 
to pay than does proportional taxation. And "ability 
to pay" is only a sort of objective measure of the sub- 
jective "equal sacrifice." That the income tax should 
take from individuals at rates varying, on the average, 
from one half of 1 per cent on incomes between $2000 
and $2500 to 34.5 per cent on incomes of $5,000,000 and 
over will not appeal to anyone as unjust to the higher 

1 Figures for taxes paid include in all cases, income tax, surtax, and excess profits 
tax. 
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income ranks, if we are to accept either "ability to pay" 
or "equal sacrifice" as a criterion of assessment. On 
the contrary, it may be, for instance, that $11.37 out of 
an income of $2000 or $2500 represents much more 
really a sacrifice of present wants than does $11,385.11 
out of an income of $90,000 to $100,000, or $4,937,- 
731.25 out of incomes "$5,000,000 and over" averaging 
$14,310,000 each. The $11.37 taken from the poor man 
represents a pair of shoes needed but not purchased. 
The $11,385 taken from the $90,000 income represents 
at most the sacrifice of some marginal luxury, or the 
conversion to public purposes of money which, along 
with an additional part of the $90,000, would have been 
saved and invested for private profit. 

Take a few further facts from these tables. The 
aggregate of incomes under $10,000 is $8,469,487,000. 
Taxes paid out of these incomes total $71,447,000; 
leaving a balance of net income of $8,398,049,000, or 
approximately $2550 per capita. Incomes of $10,000 
and over aggregate $5,182,896,000, with tax deduction 
of $603,802,000, leaving a net income of $4,579,094,000. 
This divided equally among the 161,996 persons in this 
group would give an average net income of considerably 
over $28,000 per capita. The average tax paid from in- 
comes under $10,000 was less than $22; from incomes 
over $10,000 it was approximately $3725. In other 
words the large-income group paid per capita 169 times 
as much tax as the small-income group. And this, it 
must be remembered, under tax rates which took from 
the very largest incomes only 34 to 44 per cent. The 
reader not convinced by these citations that the dis- 
tribution of income is such that there is an enormous 
mass of costless and automatic saving may derive 
further food for thought by taking some set income 
figures for each class, which may be regarded as satis- 



14 QUARTERLY JOURNAL OF ECONOMICS 

fying all sane desires, non-satisfaction of which would 
involve felt sacrifice, and calculating the excess of in- 
come, in each class, above these living standards. The 
writer is deterred from such calculation both by space 
considerations and by lack of intimate knowledge of 
just how much a man with an income of say $750,000 
would have to spend to satisfy all his consumption 
desires. Leaving out of account the desire for power 
and prestige, and the fun of getting the money, and also 
all philanthropical gifts (which are more akin to saving), 
it is clear that the residue would in any case be enor- 
mous. And the residue, whatever it is, constitutes a 
vast fund, the greater portion of which is doubtless the 
source of the bulk of intra-marginal, and indeed 
costless, savings. 

It may be objected that the income tax returns take 
no account of incomes under $1000 (practically under 
$2000). It is probably safe to say that there are over 
30,000,000 adult income receivers who do not figure in 
the income tax tables. Their per capita income was 
probably not above $750 a year, if it was that much, 
and their total income not above $22,500,000,000 — 
approximately one-third the national income in 1917, 
estimated by Friday at $65,000,000,000. 1 Now while 
persons with incomes between $1000 and $2000 doubt- 
less save an appreciable amount, a small portion of 
which may eventually become a part of the permanent 
loan fund, it stands to reason that little or no effective 
saving is to be looked for from incomes below $1000. 
J. A. Hobson 2 estimates that about 4 of the annual 
income of England is, in normal times, saved and re- 
invested. Applying this ratio to the $65,000,000,000 
income of the American people, savings in 1917, had it 

> "The Taxable Income of the United States," Journal of Political Economy, De- 
cember, 1918, p. 954. 

2 Work and Wealth, p. 31. 
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been a normal peace-time year, would have been 
$9,750,000,000. Friday 1 puts our savings in 1915 at 
$9,000,000,000. We may guess at $10,000,000,000 as 
normal savings in 1917 (against the $18,000,000,000 
which Friday estimates actually to have been saved 
under war stimulus and prosperity). Hobson, 2 again, 
thinks that in England the working classes may save as 
much as one-tenth of the country's annual savings. 
Applying the same rate to the United States, the sav- 
ings of the 30,000,000 individuals who make no income 
tax returns would normally have aggregated, in 1917, 
$1,000,000,000. This would have been somewhat less 
than ^ of their total income as estimated above. It 
does not seem reasonable to assume that the savings 
of the poor can bear a greater proportion than this to 
their income. If these admittedly and assuredly long 
range estimates be accepted provisionally, and if we 
should assume that all of the $1,000,000,000 estimated 
savings of the poor actually became a part of the loan 
fund, we should arrive at the conclusion that at least 
one-tenth of the total annual contribution to the loan 
fund must consist of money saved by marginal savers 
at high sacrifice. Then the question would remain 
whether so small a fraction of the savings supply as one- 
tenth is sufficient to dominate the market and fix the 
interest rate, as the marginal analysis requires. Perhaps 
it would be, were it under unified control, to be ad- 
vanced or withdrawn from the loan market as a lump 
sum or in large amounts. But such is not the case. 

It must be pointed out, also, that no matter how large 
the aggregate savings of the poor may be, they are not to 
any great extent effective savings. The main channel by 
which savings of the poor become a part of the loan fund 

1 "The War and the Supply of Capital,'* American Economio Review, Supplement, 
March, 1919, p. 80. 

' Work and Wealth, p. 105. 
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is probably through the savings banks. In 1916, savings 
bank deposits aggregated $5,581,270,728. Savings de- 
posits proper aggregated only $4,979,460,089, or a per 
capita average of only $458 for the 10,868,657 de- 
positors. 1 There is apparently no ready way of deter- 
mining the turnover of these deposits — that is, the 
amount of cash deposited in a given year, or the net 
deposit for a given year — but it is evident that the 
annual contribution of the savings banks to the loan 
fund is a mere trickle. Only a very small percentage of 
the estimated annual savings of $1,000,000,000 which 
we have attributed to the poor ever gets into the capital 
loan fund. Most of these savings go for rainy days, 
funeral expenses, payments on homes, etc. — in other 
words for deferred consumption. Our conclusion, there- 
fore, is in agreement with Taussig's 2 implication that 
the poor save little. It seems exceedingly difficult to 
suppose that there is any great volume of effective 
savings coming from the poor — the savings which 
constitute what may be called the extensive margin of 
capital supply. 

If marginal savers do not contribute an important 
part of the loan fund, however, it may be that there is 
nevertheless a large volume of savings made at the 
intensive margin by intra-marginal savers ■ — that is, at 
the line of doubt and felt sacrifice between present 
spending and effective thrift. Analysis of the psy- 
chology of saving in the different income classes, how- 
ever, throws grave doubt upon the actuality of any such 
margin as an effective determinant of the interest rate. 

1 Report of the Comptroller of the Currency, 1916, vol. ii, pp. 874, 883. 

* Principles of Economics, vol. ii, p. 42. Cf. Clark, Essentials of Economic Theory, 
p. 347. 
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III. The Psychology of Saving 

We must now glance briefly at certain aspects of the 
psychology of saving. To the degree that saving is the 
result of hedonistic motivation, the amount of effective 
savings is of course influenced by the interest rate. But 
in what way ? The conventional view is that every 
reduction of the rate, however slight, cuts off some 
marginal savers, and reduces the amount saved by 
others. Opposed to this is Clark's * contention that 
reduction of the rate stimulates saving. Neither 
Clark's view nor the more commonly accepted one is 
adequate, however, for they both tend to draw atten- 
tion from the huge volume of intra-marginal savings, to 
ignore the differing motivation to saving in different 
classes, and to overestimate the responsiveness of sav- 
ing to variations in the interest rate. Behavioristic 
psychology with its intensive study of instinct and 
habit will in time doubtless help to throw light on the 
motivation of saving in the various classes. It will 
almost surely come to the support of those economists 
who have, in increasing numbers, questioned the 
validity and sufficiency of the simple hedonistic theories 
of interest and saving. But some hedonistic element 
will doubtless remain. We shall not entirely discard 
time preference, abstinence, and impatience, as ele- 
ments in the interest problem. Putting the matter 
roughly, we may say that certain aspects of produc- 
tion — the starting of a new project and bringing it to 
the position of a "going concern" — 'involve a round- 
about process; this in turn involves "waiting" — 

1 Essentials of Economic Theory, chap. xx. See also Kleene, Profits and Wages, 
pp. 64, 65; Gonner, Interest and Savings, chap, v; Mixter, The Theory of Savers' Rent 
and Some of Its Applications, Quarterly Journal of Economics, April, 1899, pp. 245- 
269, and English works there cited. 
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possibly abstinence in the original and correct significa- 
tion of the term — and waiting or abstinence have to 
be paid for because men are impatient for present con- 
sumption, that is, prefer a lump-sum present income to 
annually recurring future income. Granting the result 
of this time preference and its attendant impatience, 
granting also that they may be effective at some 
hypothetical margin, the conditions which affect the 
strength, direction, and sensitiveness of their action 
must, however, be explained. Among the personal 
characteristics of individuals which affect their "im- 
patience," Fisher l names foresight, self-control, habit, 
expectation of life, and love of posterity. Taussig 2 
names among other influences, imitation, emulation, 
and the desire to transmit to children "a sum sufficient 
to enable them to take their place among the leisure 
class idlers." A point insufficiently emphasized is that 
these personal and social factors influence different 
classes in diverse ways. Moreover, as Gonner points 
out, there is great complexity of influence and motive 
even within the same class; so that any simple linear 
explanation of the relation between motive or sacrifice 
and the interest rate is more a logical exercise than a 
scientific induction. 

We have just considered reasons for thinking that the 
effective savings of the poor are not an important factor 
in capital supply. But even if they were, the argument 
that the amount saved by the poor will increase as the 
interest rate rises and decline when it falls is based more 
on assumption than upon ascertained fact. Security of 
savings and a machinery for encouraging thrift are 
probably much more important influences upon savings 
among the poor than is the interest rate. If the poor 

1 Elementary Principles of Economics, p. 375. 

2 Principles, vol. ii, pp. 19, 20. 
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save at all it is only by giving up spending for present 
goods — usually by reducing expenditure even on 
things necessary for "health and reasonable comfort." x 
That they save at all is evidence of more powerful 
motives than the few dollars interest they can hope to 
see accrue. Typical of the savings of the lowest income 
classes are the funeral insurance carried at heavy cost 
in the industrial insurance companies, and the money 
sent by immigrants to friends and relatives in their 
native land. Just above these come savings for union 
funds (either insurance or strike funds) and, in the 
South, savings on the part of cottagers to buy cheap 
automobiles, which the climate makes well-nigh a 
necessity. Then come savings which more nearly ap- 
proach effectiveness — savings for sickness, old age, 
educating children — in short maintaining a standard of 
living against future contingencies. In none of these 
does it seem probable that the rate of interest has great 
influence, and such influence as it has is probably more 
in accord with Clark's conception than with the more 
generally accepted doctrine. However, a lower rate 
will probably not cause the poor to save more, as Clark 
would have it, because they are already saving all that 
they feel they can; moreover, they are saving not for an 
income through interest on savings, but with the idea of 
future spending of the principal saved. In any case 
slight changes in the interest rate, such as in the con- 
ventional marginal analysis are supposed to be effec- 
tive, will have practically no influence one way or the 
other on the savings of the class under discussion. 

It is in the great middle class — the class of business 
and professional men, with incomes of from $5000 to 
$25,000, that variations in the interest rate may have 

1 This is the ground on which an increasing number of thoughtful economists and 
social workers question the desirability of excessive "thrift" on the part of the working 
classes. 
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decided influence on the amount of saving. Some line 
on the importance of its psychology may be had from 
the fact that it constitutes 24 per cent of the persons 
making returns to the Internal Revenue Collector, 
receives 25.75 per cent of the recorded total personal 
income, and pays 18.78 per cent of the personal income 
tax. 1 The contributions of this class to the loan fund 
doubtless constitute an important part of the supply of 
capital. The nature of its motives to saving, the in- 
tensity and net direction of its subjective time pref- 
erence, and its habitual attitude toward its savings are 
thus significant. This class is peculiarly the victim of 
conflicting motives — the one set social, the other of a 
business nature. A large number of its members are 
"on the make." Social considerations impel them to 
spend, business sense to save. In one way, both social 
and business motives would make for high interest. In 
another, not so; for if the family wishes to acquire or 
maintain a social position, it also desires to maintain or 
improve that position in the future. So far as this holds, 
the interest rate probably is not a deciding factor in the 
amount of saving. On the business side, however, saving 
is recognized as a sine qua non of business expansion. If 
a part of the family is inclined to spend much now, or to 
save for future social position, the business man is in- 
clined to put a large part of his net income back into his 
business. It is problematical what influence the interest 
rate has upon him. The keener he is for the greater 
profits that come from expanding business the more he 
will save, regardless of market interest rates. And what 
holds for the individual will apparently hold for the 
class as a whole. 

John Stuart Mill's statement that whether a thing is 
capital or not depends upon owner's intention is tanta- 

i Statistics of Income, for 1917, pp. 5, 6. 
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mount to saying that the business man can spend his 
entire income, including what should be written off for 
repairs and depreciation — the replacement flow — if 
he wants to. If we mean by conservative saving that 
which enables us to maintain our capital fund (whether 
capital goods or loan funds) intact, without increase or 
decrease, and by cumulative saving that which increases 
our capital fund, then Mill's dictum — which is essen- 
tially followed by most modern economists — implies 
that the conservative saving necessary to maintain the 
replacement flow involves sacrifice, just as does cumula- 
tive saving. 1 Taking the facts of business psychology 
broadly, this conclusion is assuredly far from the truth. 
It overlooks altogether the results of habit and of bus- 
iness point of view. As Kleene 2 aptly remarks, "the 
maintenance of a capital sum once saved . . . prob- 
ably means little subjective cost to the confirmed saver 
even if he be the recipient of only a moderate income." 
And again, we must agree with Kleene when he em- 
phasizes 3 the importance of "the stores of capital 
amassed in the past which, whatever may have been 
their cost of abstinence in the saving, are now main- 
tained inviolate from all thought of ever being con- 
sumed, and incapable, therefore, of decrease except 
through misfortune." Where will you find a business 
man who does not feel a sort of horror at the thought of 
"going into his capital ? " 

Coming to the class of wealthy and ultra-wealthy, we 
see the redoubled power of habit and of the business 
point of view with regard to the inviolability of capital 
(illustrated, for instance, even in the field of philan- 
thropy by gifts of endowment with understanding that 
only the income of the principal is to be used). Where, 

J Even Hobson holds this view, Work and Wealth, p. 92. 
• Profit and Wages, p. 57. 
» Ibid., p. 63. 
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as in the well-to-do middle class, a family is trying to 
climb higher in the social and economic scale, the mo- 
tives to spending vs. saving are, as we have seen, com- 
plex and conflicting. There the outcome depends much 
upon the intensity of social ambition, upon the realiza- 
tion of the desirability of building a sound financial 
basis for the future maintenance of position, and upon 
father's or husband's determination to enlarge his 
business in some disregard to present "keeping up with 
the Joneses." If, in the middle class, interest rate is 
probably a factor of entirely secondary importance in 
the determination of the deciding line between saving 
and spending, in the wealthy and ultra-wealthy class it 
can scarcely be said to cut any figure worth speaking of. 
The higher income classes — say of over $50,000 — 
save mechanically, with little or no sacrifice of present 
wants (tho doubtless a few "climbers" may be found in 
these upper altitudes also) and in the main without 
hedonistic calculation. This is not saying that they will 
not get as high a rate of interest as they can. That is 
part of the business tradition — to charge what the 
traffic will bear. It is merely saying that they would 
probably save nearly as much as they now do even were 
the interest rate cut in half or even to a fraction of one 
per cent. All present wants, even at enormously wasteful 
and conspicuous standards of expenditure, are satisfied 
without present spending of more than a fraction of 
present income. If this be not true, one of the current 
justifications in favor of large incomes falls to the 
ground, for we are told again and again that the posses- 
sors of "swollen" fortunes do not really use more than a 
very small part of their enormous incomes. As a matter 
of fact, they cannot. All they can do is to turn the huge 
unexpended annual or quarterly balance back into the 
loan and investment fund. 
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We thus arrive at the fact of automatic costless savings 
— in a sense compulsory savings — and get further 
light upon the importance of the concept of savers' sur- 
plus. For all the interest on automatic savings is 
savers' surplus. 

We have seen that the poor do not contribute an 
appreciable amount to effective savings. Also that the 
middle classes are actuated by such a complex of con- 
flicting motives that what they do save — an important 
fraction of the investment fund — is saved in partial 
disregard of the interest rate. It is most difficult to 
estimate the net economic outcome of the social and 
business psychology of this class, but it is probably safe 
to say that if they cannot get a high rate of interest 
they will take a low, without greatly reducing their 
savings. The active business element will do so because 
they are most interested in profits and business expan- 
sion, the passive rentiers because they have an inviolate 
sum which must find investment no matter how low the 
rate. If this be true, we must conclude that the ratio of 
savers' surplus to interest income is in this class very 
high. Finally, in the upper income ranks, most saving 
is automatic and costless, and practically the entire 
interest charge represents unearned income (savers' 
surplus). Taking the classes which contribute the 
bulk of the loan fund, we are forced to the conclusion 
that savers' surplus, altho it may not be exactly meas- 
urable, constitutes by far the major portion of the 
total interest charge upon industry. 

It should be pointed out, however, that the more 
complex the motivation in economic life, and the less 
simply hedonistic the calculations of an individual or a 
class, the less definite becomes the concept of savers' 
surplus, and the greater the difficulty of finding any 
exact measure of its amount. The active business 
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man's motive to saving is a profit-motive rather than 
an interest-motive. It is a positive chance to make 
money rather than a conscious offsetting of abstinence- 
sacrifice. He sees a chance to garner large profits and 
hence may save even tho his impatience rate be high 
and the market interest rate low. He is in position to 
pay himself more than the market rate. 1 

What, then, becomes of the conventional marginal 
analysis of the interest problem ? If the foregoing 
treatment of the subject is substantially true the 
marginal analysis stands in need of serious revision. 
The hypothetical mathematically hedonistic marginal 
saver may exist, but it is doubtful, no matter how many 
of the type there be, whether he contributes more than 
a comparatively unimportant trickle to the stream of 
effective savings. Certainly more objective proof than 
has thus far been adduced by the marginalists must be 
forthcoming before the realistic theorist can be con- 
vinced that the marginal savers occupy anything like 
the strategic position in the market for loan funds that 
has been attributed to them. As to the "marginal 
savings " of intra-marginal savers — the intensive 
margin of savings — the marginal analysis can perhaps 
make out a better case. Here, however, appears the 
misleading and erroneous simplification of data. The 
motives to saving vs. spending are assumed to be of a 
calculating hedonistic nature; little attempt is made to 

1 My colleague, Professor Spurgeon Bell, holds that there is no one marginal rate of 
sacrifice but that "each man is a saver at the rate available for him, at least of such 
funds as he might not have saved except for his exceptional opportunities." This is in 
line with the thought of the paper with regard to the psychology of saving. Professor 
Bell also points out that there is no one rate even of pure or net interest, but that on the 
contrary rates differ not only in different localities but in the same locality as between 
borrowers who can, and those who cannot, resort to alternative markets for their loans. 
It follows that the large borrowers probably get their funds at a lower rate of net 
interest than do small ones. Such facts illustrate the great deficiencies which must be 
recognized in the working of competition. They greatly complicate the attempt at a 
realistic analysis, but they cannot be overlooked if we are to have a true conception of 
interest phenomena. 
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ascertain the complex and conflicting motives in a given 
class, or to analyze the varying resultants of complex 
motivation in different classes; the influence of habit 
and point of view is largely ignored ; and practically no 
serious attempt has been made to discover what pro- 
portion of the cash loan fund is derived from the various 
income classes. With the overemphasis — the almost 
exclusive emphasis — upon the intensive and extensive 
margins of savings as the determinant of the interest 
rate, the far greater influence of intra-marginal savings 
upon the supply of capital and hence upon the interest 
rate has been overlooked. 

This erroneous emphasis is merely the application, in 
the interest problem, of the wider misemphasis in the 
problem of value at large. Crude marginalism has it 
that the marginal firm, i. e., the least efficient firm in 
actual business, fixes the selling price of a product. 
Where differences of advantage between firms are not 
permanent, it is evident, however, both from expe- 
rience and from reason, that in the long run the intra- 
marginal firms are in position to drive the marginal 
firms out of business whenever they choose to do so. In 
the long run the efficient firms hold the price-deter- 
mining power, and if they refrain from cutting prices on 
the less efficient it is only because by so refraining, and 
by allowing the inefficient firms to sell at a price cover- 
ing their higher costs, the efficient firms gain a higher 
total of profits. Far from being the price determiners, 
the so-called marginal firms exist only on sufferance, 
and because it is to the interest of the lower-cost pro- 
ducers to allow them some share in the market. Mar- 
shall makes recognition of these considerations in his 
somewhat indefinite concept of the representative 
firm. An application of this "representative" concept 
might perhaps be helpful in an analysis of the interest 
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problem. The "representative savers" are not the 
marginal savers, who contribute so little to the effective 
loan fund, but the intra-marginal savers of the middle 
and wealthy classes, who save from habit, from class 
tradition, very largely without close or sensitive re- 
sponse to changing interest rates, and for the most part 
with a large savers' surplus, if not entirely automatically 
and without cost. Did competition work with that 
idealistic perfection by implication attributed to it in 
the older texts, and even in some that are current, 
intra-marginal producing firms would assuredly compete 
with one another and with the marginal firms, until all 
were brought either to the concentrated (and hence 
potentially monopolistic) control of large scale com- 
panies or to the uniform standard of excellence and the 
"constant costs" characterizing the "static state," in 
which competition is based not upon price but on 
brands, goodwill, and the like. Similarly, we may say 
that price competition in the service of saving is limited 
and uncertain. Just as in "business" a monopoly-like 
element, even in what is regarded as competition, is to 
be found in the habitual, conventional level of profits 
which successful producers "expect," so in the field of 
capital supply there is strong suggestion of habit and 
convention operative in the middle and upper income 
classes and leading them to take for granted, as a matter 
of course, a level of interest which yields a large non- 
competitive surplus over and above any assignable 
"cost" of saving. To say that this is a responsive 
marginal rate would be far from the truth. The mar- 
ket rate, being established in a medium of leisure class 
habit, convention, and point of view, gives no proof of 
being a competitive rate based upon costs. 
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IV. Corporate Surpluses and Bank-Credit 
Loan Funds 

Before we have a complete view of the extent of 
savers' surplus and costless savings we must give brief 
consideration to corporate surpluses and to the relation 
of the commercial banking system to capital creation. 

Corporation net earnings not distributed to share- 
holders but reserved as surplus and eventually invested 
in enlargement of the plant and business, 1 constitute an 
important part of total savings. 

Friday gives the following estimate of the amounts 
of corporate surplus reinvested in the United States, 
1911-18. 2 

1911 $988,000,000 

1912 1,334,000,000 

1913 1,469,000,000 

1914 1,044,000,000 

1915 2,418,000,000 

1916 4,982,000,000 

1917 5,400,000,000 

He further estimates the total savings in this country 
as follows: 3 

1913 $6,500,000,000 

1915 9,000,000,000 

1916 14,500,000,000 

1917 18,000,000,000 

1918 22,000,000,000 

1 In strict analysis, corporate replacement and sinking funds should be classed as 
savings, if we are to include under that term "conservative" savings, which according 
to the accepted classical theory are just as much savings and involve sacrifice just as 
much as do "cumulative" savings, which add to capital equipment rather than merely 
maintain it. For a simplicity of exposition, however, corporate sinking funds and re- 
placement accounts are here left out of consideration. 

• David Friday, "The War and the Supply of Capital," American Economic Review, 
Supplement, March, 1919, p. 85. 

» Ibid., p. 91. 
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It follows that corporate savings, if these estimates be 
accepted, represented the following percentages of total 
savings: 

1913 22.6% 

1915 26.8 

1916 34.4 

1917 33.3 

1918 24.5 

Of course a large part of the increase in both corporate 
and total savings is nominal only, being due to inflated 
prices. There is also probable weight in Friedman's 
criticism that Friday has not made sufficient allow- 
ance for duplications of investment and for inflated 
inventories. 1 But we are not in this connection con- 
cerned with increase of savings. The significant fact is 
that in 1913 corporate savings appear to constitute one- 
fifth of total savings. Moreover when we look at the 
figures for profits of the industrial corporations during 
the war it is not hard to believe that corporate surpluses 
really rose to heights which amounted to one-third of 
the total savings of the country. 

Whatever the actual amount of corporate saving may 
be, no one will question that it is in the aggregate 
enormous. 2 The question then remains, does it involve 
abstinential sacrifice or is it costless ? No categorical 
answer can be given. The true answer would depend 
upon the rate of dividend paid on actual investment, 
the amount of stock held by each individual, the dis- 
tribution of stockholders in the various income classes, 
and the closeness of their hedonistic calculations. To 
the extent that stock is held in large blocks by wealthy 

* "The War and the Supply of Capital," American Economic Review, Supplement, 
March, 1919, p. 94. 

1 "A large part of the annual harvest of thrift, perhaps the largest part, consists of 
profits earned by business concerns and turned immediately back into business or re- 
investment in related kinds of productive activity." T. S. Adams, " Effects of Income 
and Inheritance Taxes on the Distribution of Wealth," American Economic Review, 
Supplement, March, 1915, p. 239. 
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individuals, corporate saving may be considered cost- 
less. In general, no matter who holds the stock, cor- 
porate saving is saving "at the source" and whatever 
sacrifice there might be in an equal amount of savings 
out of individual incomes after those incomes were once 
received is greatly reduced by taking out the corporate 
surplus before dividends are declared. Probably there 
is no important connection between any psychology of 
sacrifice and corporate savings. We may agree with 
Friday, therefore, that at least in periods of rapidly 
increasing production and profits "a high interest rate 
is not necessary to stimulate savings," and that "the 
psychological factors of abstinence and the under- 
estimation of future wants are entirely inadequate to 
explain the fluctuations in the supply of capital." 1 

We come now to the banks' part in capital formation. 
According to Moulton the proportion of cash reserves to 
loans in the commercial banks of the country is about 
1 to 16. For every $1000 cash reserve the commercial 
banking system creates loan funds of $16,000. "This 
capital," he says, "is only partly working or operating 
capital; to the extent that the funds borrowed are em- 
ployed in the creation of plant and equipment it is 
' fixed ' capital that has been augmented." 2 He 
further estimates that 20 per cent of the non-collateral 
loans made by banks to business concerns are used for 
the creation of fixed capital. 3 He does not, however, 
give the evidence upon which this estimate is made, 
merely saying that it is based on "investigations ex- 
tending over a period of several years." He gives for 
1916, the following estimates of loans of an investment 
nature made by the banks: 4 

1 Op. cit., p. 93. 

s "Commercial Banking and Capital Formation," Journal of Political Economy, 
June, 1918, p. 649. 

• Ibid., p. 648. « Ibid., tables, pp. 656-658. 
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National Banks $3,328,239,000 (64.4% of loans plus investments) 

State Banks 2,575,140,683 (62.1% of loans plus investments) 

Trust Companies. . . 3,676,967,708 (68.2% of loans plus investments) 

While it is not clear that these amounts can be 
totaled (as the data for state banks and trust com- 
panies are by no means as full and detailed as those for 
national banks), it is evident that if Moulton's estimates 
are approximately correct — and his careful analysis 
gives weight to them — the banks are in virtual part- 
nership with industrial and commercial concerns to the 
extent of furnishing about nine and one-half billions of 
loan funds invested for an indefinite period, indeed 
(barring commercial depression), virtually permanently. 
Now what "cost" or sacrifice lies back of these nine and 
one-half billions of bank-created loan fund invest- 
ments ? Leaving out of account the trouble of making 
loans, administrative expense, etc., the only important 
element of cost is the sacrifice involved in the original 
saving of the cash reserve back of them — a reserve 
which may be put roughly at $600,000,000. 

At any given time, therefore, not only is a very large 
proportion of the actual cash savings made intra- 
marginally at low or no sacrifice cost, but our banking 
system at its full expansion of loans multiplies the ef- 
fectiveness of these savings sixteenfold. Whatever the 
sacrifice of cash savings is, it is, roughly speaking, only 
one-sixteenth what it would be were all investments and 
loans made dollar for dollar in actual cash. There is 
thus, in the functioning of our banking system another 
important reason for believing that the conventional 
view of capital creation has grossly exaggerated its 
sacrifice cost (abstinence, time preference, impatience). 
For, as Moulton shows, bank loans constitute a method 
of capital expansion (enlargement of plant and total 
amount of manufacturing and merchandising business 
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done) without curtailment of the present consumption 
demand necessary as a stimulus and motive to lively 
business activity. 

There is, of course, a limit to the expansion of these 
practically costless bank loans. Eventually, business 
enterprise absorbs all the bank credit available (unless 
reserves be enlarged through saving) and no further in- 
crease of loan funds without retrenchment in current 
consumption is possible. Even so, however, there 
remains (again barring commercial depression) a 
permanent costless investment of approximately $9,- 
500,000,000 which may be compared to conservative 
saving, with the difference that it represents only $600,- 
000,000 actual conservative saving. 

Whether in the long run society is any better off, as- 
suming that these $9,500,000,000 of bank credit are at 
the permanent disposal of entrepreneurs, may be ques- 
tionable. For whichever way the causal relation be- 
tween price level and expanding bank loans may lie — 
and it is probably mutual — it is evident from both 
logic and experience that the banks' multiplication of 
the circulating medium and rising prices are concomi- 
tant phenomena. In the long run $9,500,000,000 bank 
loan investment, as over against the otherwise possible 
$600,000,000 cash investment, represents just that 
much more pecuniary demand and intensified competi- 
tion, at higher prices, on the part of business men to get 
labor and materials. But the same thing can be said, 
at lower price levels, for any increase in cash savings. 
The significant fact is that, at any given price level, 
whatever amount of bank loan investment there is 
constitutes a very real part of the capital fund — and is 
practically devoid of any abstinence cost. 

If the foregoing analysis of the psychology of saving 
and the sources of the loan fund is in the main true, it is 
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evident that certain results, important in a general 
theory of distribution, must flow from it. What these 
corollaries are need not here be discussed, save in one or 
two cases. 

One of these has to do with taxation, and especially 
with income and excess profits tax. 

There can be, it would seem, no reasonable doubt 
that heavy tax rates on large incomes reduce, perhaps 
by nearly as much as the amount of the tax collected 
therefrom, the amount of savings turned back, without 
sacrifice, into the investment flow. A similar argument 
may be used, but with less force, in the case of high 
taxes on corporate profits. So far as such taxes reduce 
the so-called corporate surplus — the surplus of earn- 
ings over dividend payments — they do reduce the 
amount of costless 1 savings set aside by corporations. 
Whether such heavy taxation is advisable or not de- 
pends, among other things, upon (1) the ability of the 
government to make more socially productive use of the 
tax proceeds than private enterprise would make of 
them as savings and reinvestment funds, and (2) the 
effect of such taxation on the interest rate. These 
questions, however, of great present interest and 
importance as they are, lie somewhat to one side of the 
main line of our inquiry. The essential points are that 
the principles of ability to pay and equal sacrifice in 
taxation are properly applicable to the theory of capital 
formation, and that income statistics indicate the 
magnitude of costless savings. 

The second point relates to the theory of discounted 
advances to laborers and to the independent deter- 
mination of a definite interest rate by some subjective 

• "Costless" so far as the immediate process of creating and reinvesting the surplus 
is concerned. There may be heavy cost to workers, in low wages, long hours, and poor 
working conditions; to the consumer in high prices, and even to stockholders who are 
in only moderate financial circumstances. But the saving is done "at the source" and 
whatever indirect cost is involved is softened by that fact. 
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marginal cost or sacrifice. The whole trend of our argu- 
ment must, if accepted, throw grave doubt upon the 
conception of an independently determined rate. And 
if there is no such independent subjective determina- 
tion all theories of interest based upon such subjective 
factors are open to suspicion. Furthermore, Taussig's 
discounted marginal productivity theory of wages will 
have to be amended in essential particulars, even if it 
does not have to give way to some more realistic, if less 
simple, theory. For that theory requires as a basis a 
discount rate independently determined by the sub- 
jective cost (time preference, impatience, abstinence) 
of the large volume of savings which its author thinks 
(erroneously, according to the above analysis) can be 
found at the margin. This subjective marginal dis- 
count rate he attempts to remove from the realm of 
metaphysical psychology by appeal to objective fact — 
the fact that the pure interest rate has been tolerably 
constant for over a century and that it has not fallen 
below 2 or 2§ per cent. His historical argument is not 
convincing, however, and the present writer feels bound 
to reject it, not only upon grounds suggested in the 
preceding pages, but from historical facts to which 
Taussig has not given sufficient emphasis. 

The entire period since the industrial revolution — 
the period, roughly, in which the interest rate is regarded 
as having been fairly stable — was, it must be remem- 
bered, a period of remarkable industrial and commercial 
expansion. The race between invention and accumula- 
tion — to which Taussig gives such suggestive and fertile 
attention, 1 was never so swift — may never be so again. 
On the whole, invention won. This period was also, on 
the whole, one of remarkable expansion in consumption. 
A lively effective demand for consumers' goods co- 

1 Principles, vol. ii, p. 27. 



34 QUARTERLY JOURNAL OF ECONOMICS 

operated with remarkable improvement in productive 
technique, rapid and revolutionary invention and instal- 
lation of expensive machinery, and a market expanded 
geographically beyond the dreams of preceding cen- 
turies. Great profits of manufacturing and commerce 
made saving easy, concentration of wealth made much 
of it costless, the development of corporations and con- 
servative dividend policies introduced saving at the 
source — corporate surpluses — and in the last half 
century the remarkable development of commercial 
banking added a new method of providing loan funds at 
extremely low sacrifice cost. In spite of these low-cost 
or costless methods of savings and "advances" the 
expansion in demand, until late decades, was so great 
that the interest rate had no occasion or opportunity to 
fall to an extraordinarily low level. Had it not been for 
expanding opportunities of foreign investment, how- 
ever, it seems certain that the outlet for surplus funds in 
the later decades would not have been large enough to 
drain off savings at a rate of even 2 per cent. Other- 
wise how are we to explain the scramble for foreign 
investment opportunities ? 

If, then, the objective historical facts relied upon to 
prove the existence of minimum subjective sacrifice rate 
of at least 2 or 2| per cent prove inadequate to that 
task, and if examination both of the sources of savings 
and of the actual complex motivation and behavior of 
savers gives no indication that marginal savers and 
marginal savings occupy the strategic position in the 
fixation of the market rate of interest assigned to them 
by the conventional marginalist doctrine, what becomes 
of the doctrine of discounted advances ? 

The foregoing analysis, indeed, should suggest anew 
the insufficiency of all theories of distribution based 
upon hedonistic marginalism, and all theories which 
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directly or by implication make any certain "irre- 
ducible minimum" rate of interest the first charge upon 
industrial product. Such theories are essentially resid- 
ual theories. While, under any system of economic 
organization, capital must be kept up and this upkeep 
must be allowed for before the net product is distrib- 
uted, it seems probable to the writer that inductive, 
factual research, in place of metaphysical logic and a 
pseudo-scientifically simplified psychology, will lead 
toward some bargain theory of distribution rather than 
toward any form of residualism or imputed pro- 
ductivity. 

These considerations, however, would take us beyond 
the scope of the present article, the main purpose of 
which is to suggest anew the magnitude and importance 
of savers' surplus, and to leave to the reader speculation 
as to the possibility or practicability of the social ap- 
propriation of this surplus — a surplus apparently just 
as "unearned" as the socially produced increment in 
land rent. Such speculation need by no means take one 
into the realm of socialism, for, there are obvious means, 
some direct, some indirect, for social appropriation of 
as much of the surplus as it would be safe, in the in- 
terests both of justice and expedience, to attempt to 
take. The direct means lie with the workers, their 
higher standards of living, cessation of redundant im- 
migration, a lower labor-class birth rate, and increased 
effectiveness of bargaining power. The indirect means 
lie through perhaps even more steeply graduated income 
and profits taxes together with more scientific and 
intelligent application of public revenues to social 
purposes. 
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